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CURRENT ACCOUNT FLOWS BETWEEN THE EUROPEAN UNION 
AND JAPAN: 1982-1991 
The main feature of trade relations between the European Union and Japan is a substantial deficit on 
merchandise. The Union's best results are for trade in services, where it has a surplus on Transport, Tourism, 
which grew strongly in the second half of the period under review, and Other Services, which account for the 
bulk of the surplus on Services. It also had a surplus throughout the period on investment Income and unrequited 
Transfers. Although its structural surpluses on Services and investment Income are likely to lead to an 
appreciable improvement in its overall current account balance with Japan, they are still not large enough to 
offset the substantial deficits on merchandise. In 1991, the EU's Merchandise deficit with Japan accounted on 
its own for more than three-fifths of that recorded with the rest of the world. Throughout the period 1982-1991, 
the main reason for the EU's persistent current account deficits with Japan was therefore the worsening of its 
deficits on Merchandise. In order to provide a better picture of the various aspects of these flows, this document 
will deal in turn with the following: the Total current account Balance, Merchandise, Services (Tourism, 
Transport, Other Services), investment Income, unrequited Transfers, and the other current account items 
(labour Income and government Transactions). 
PERSISTENCE OF THE EUROPEAN UNION'S CURRENT ACCOUNT DEFICITS WITH JAPAN 
Current account flows between the EU and Japan 
expanded steadily throughout the 1980s. Between 
1982 and 1991, current account credits with Japan 
more than trebled from ECU 17 billion to 59 billion, 
i.e. from 7 to 15°/00 of the EU's GDP. Over the same 
period, current account debits almost trebled from 
ECU 27 billion to 77 billion, i.e. from 10 to 16°/00 of 
the EU's GDP. 
The volume of current account flows between the 
EU and Japan is not as substantial as that between 
the EU and the USA, but relations between the EU 
and Japan were much more dynamic between 1982 
and 1991. It should be noted, however, that the USA 
is still by far the EU's leading trading partner. For 
example, in 1991 the Union's current account credits 
with Japan represented 15°/00 of the EU's GDP, 
whereas the figure for the USA was more than 
double (36°/00). Similarly, the respective current 
account debits were 16°/00 with Japan and 40°/00 
with the USA, i.e. almost treble. 
In 1986 the European Union had a very substantial 
current account deficit of ECU 17 billion (i.e. 5°/00 of 
its GDP) on its trade with Japan, accounting for over 
a third of its total deficit with the rest of the world (ECU 
38 billion). The following year saw the beginning of 
a break in the steady worsening of its current account 
balance with Japan, leading to an improvement 
which was confirmed each year until 1990. 
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This improvement was due to an appreciable increase 
in Japan's current account imports, an improvement in 
the Merchandise cover ratio from 33% in 1986 to 42% in 
1991, and the European Union's good performance 
throughout this period in the areas of Services and 
investment Income, the annual cover ratios for which 
were generally in excess of 150%. 
In 1991 the EU had a record current account deficit with 
Japan, amounting to ECU 18 billion or more than a third 
of its deficit with the rest of the world (ECU 59 billion). 
This was mainly due to a serious deterioration of its 
merchandise balance, which went from ECU 23 billion 
to 30 billion between 1990 and 1991 as a result of a 
downturn in exports and a sharp increase in imports. 
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WORSENING OF THE EU'S DEFICIT ON MERCHANDISE TRADE WITH JAPAN 
Between 1982 and 1991 the European Union had a 
persistent and increasingly large deficit on its merchan­
dise trade with Japan. On average, its exports covered 
only two­fifths of its merchandise imports from Japan. 
This persistent deficit was the result of a sustained 
increase in imports between 1982 and 1991. It was only 
from 1986 onwards that there was a significant rise in 
the EU's exports, leading to an appreciable improvement 
in its cover ratio from 33% to 49% in 1990. 
The Plaza agreements, which led to a substantial appre­
ciation of the yen against the dollar and to a lesser extent 
against the European currencies, are one of the possible 
explanations for this increase in the EU's exports to 
Japan. The trade balance worsened in 1991 as a result 
of a downturn in merchandise exports, whereas imports 
rose sharply. It stood at around ECU 30 billion, compa­
red with only 23 billion in 1990. 
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THE EUROPEAN UNION'S BEST RESULTS ARE FOR TRADE IN SERVICES 
Trade in services is the European Union's main trump 
card in its relations with Japan. It achieved large 
surpluses on all the main Services items between 1982 
and 1991. However, these surpluses were nowhere near 
enough to offset the enormous deficits on merchandise 
trade. Its overall surplus trebled between 1982 and 1991 
from just over ECU 1 billion to more than ECU 3 billion. 
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The bulk of the Union's surplus with Japan is generated by other services 
The item Other Services is a very important one, since 
it comprises all trade in services other than Tourism and 
Transport and covers such highly varied sectors as trade 
earnings, insurance, banking activities, business 
services, construction, communication, and property 
income. On average throughout the period, the EU 
exported twice what it received from Japan in respect of 
Other Services. Its average cover ratio was around 
200%, but this conceals a slight downward trend at the 
end of the period. 
Trade Earnings make the greatest contribution to the 
volume of flows of Other Services. They comprise all 
commissions linked to merchandise trade and interna-
tional merchanting. The high level is therefore correlated 
to that of merchandise, which represents the biggest 
component of current account flows between the EU and 
Japan. The Union's surplus is due largely to the scale of 
financing of commissions linked to imports from Japan. 
Banking activities cover the commissions received for 
the management of accounts and the other transactions 
conducted by banks and financial institutions. Interest is 
not included but is classified in investment income. The 
United Kingdom alone generates almost half of the 
surpluses, thanks to the dynamism of its banking 
network. The establishment of branches of Japanese 
banks in the Union and the relative importance of inter-
national bond issues, together with the net outflows of 
portfolio investment, have led to an increase in receipts 
and commissions and account to a great extent for the 
EU's surpluses with Japan in respect of banking activi-
ties. 
Business services comprise all technical, computer and 
professional services, and constitute an important 
source of income from trade in Other Services between 
the EU and Japan. 
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Strong growth in Japanese tourism to the EU in the second half of the 1980s 
The second most important Services item is Tourism, 
also referred to as Travel, where the European Union 
recorded excellent performances throughout the period 
from 1982 to 1991. It quadrupled its surplus with Japan 
from ECU 0.27 billion to over 1 billion. The EU has in fact 
become a prime destination for Japanese tourists, 
leading to high cover ratios of between 300 and 400%. 
This item made a substantial contribution to the sharp 
increase in the overall balance of its trade in services 
with Japan between 1986 and 1991. The appreciation of 
the yen from September 1985 onwards doubtless stimu-
lated the rapid growth of Japanese tourism to the EU, 
thanks to the resultant lowering of transport costs and 
the induced rise in Japanese tourists' purchasing power. 
The fact that cost reductions were not passed on to the 
Japanese domestic market gave rise to a shift in the 
consumption of certain imported goods, especially 
luxury goods which had become much less expensive 
abroad, and hence to an increase in Japan's tourism 
expenditure. 
In addition to this purely monetary and financial factor, 
there was an appreciable improvement in the quality of 
tourist facilities in the Union, the special efforts made by 
France being an outstanding example. The EU's 
substantial surplus was confirmed in 1991, although 
there was a slight downturn which might have been 
partly attributable to the bursting of the speculative 
bubble. The abrupt decline in the nominal wealth held by 
Japanese families probably had a knock-on effect on 
foreign travel, particularly to the EU. 
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Good performance by the EU in transport 
The third most important Services item is Transport, 
where the European Union still had a surplus with Japan 
between 1982 and 1991. Its balance rose from ECU 0.2 
billion in 1982 to almost ECU 1 billion in 1990. There was 
a slight slump to ECU 0.7 billion in 1991, connected with 
the pattern observed in merchandise trade for both 
credits and debits. Between 1982 and 1991 the Union 
recorded cover ratios ranging from 115 to 139% but had 
relatively lower surpluses than those for the other 
services items. 
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INVESTMENT INCOME: THE EUROPEAN UNION'S STRUCTURAL SURPLUS WITH JAPAN 
This item includes interest on loans and dividends on 
direct and portfolio investment. The European Union's 
investment income earned in Japan increased fourfold 
between 1982 and 1991, whereas the opposite flow 
increased to a much lesser extent. The EU's credits 
amounted to ECU 7 billion in 1982 and rose to ECU 28 
billion in 1991. It should be noted that the surplus on 
investment Income was achieved almost entirely by the 
United Kingdom. For example, in 1991 the UK's credits 
on Japan in respect of investment income amounted to 
ECU 14 billion, i.e. almost 50% of the EU's credits. These 
results are connected with the activity of many Japanese 
banks established in Europe, especially in London. A 
large proportion of the Union's surplus is probably due 
to interest on short-term loans granted to Japan by these 
banks. 
However, reinvested earnings are not included in inves­
tment Income, since there is no relevant information in 
either the Japanese or the European source. Given the 
scale of Japan's direct investment in the European 
Union, the latter's surplus on investment Income would 
have been largely offset if it had been taken into account. 
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THE EUROPEAN UNION'S STRUCTURAL SURPLUS ON 
UNREQUITED TRANSFERS 
By definition, this item comprises all unrequited trans­
fers, whether of private (remittances by immigrant 
workers to their country of origin etc.) or public origin 
(contributions to international organizations, gifts, 
payment of pensions, etc.). The EU has a structural 
surplus with Japan in respect of unrequited Transfers 
(averaging around ECU 150 million). Between 1982 and 
1991 the EU's unrequited transfers to Japan amounted 
on average to only a third of the flow in the opposite 
direction. The sharp increase in the balance in 1991 was 
due to the fact that Japan made a large transfer to the 
EU as its contribution to the financing of the Gulf War. 
COMMENTS 
ITEMS 
ON THE OTHER CURRENT ACCOUNT 
Between 1982 and 1991 the EU had a deficit on its flows 
with Japan in respect of both labour Income and govern­
ment Transactions (current Transactions linked to 
embassies, consulates and official bodies abroad). How­
ever, these items involved relatively small amounts 
which made an insignificant contribution to the worse­
ning of the current account deficit. The average deficit 
was less than ECU 20 million for labour Income and 
around ECU 15 million for government Transactions. 
Unrequited transfers 
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* C: Credits, D: Debits, Β: Balances 
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* Rest of the world, excluding intra-EU flows 
** C: Credits, D: Debits, B: Balances 
Per thousand 


























































































* C: Credits, D Debits, B:Ba 
* 
C 
D 
Β 
C 
D 
Β 
anees 
1982 
24 
16 
8 
46 
33 
13 
1983 
22 
14 
8 
47 
31 
16 
1984 
22 
14 
8 
59 
32 
28 
1985 
22 
14 
8 
60 
29 
31 
1986 
22 
13 
8 
50 
23 
27 
1987 
22 
15 
8 
46 
23 
24 
1988 
23 
16 
7 
44 
26 
18 
1989 
26 
21 
5 
49 
33 
17 
1990 
30 
26 
4 
49 
36 
13 
1991 
29 
27 
2 
44 
32 
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